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IND AS 34 
Question 5: 

ABC Ltd.  presents interim financial report quarterly.  On 1.4.20X1, ABC  Ltd. has carried forward  loss 
of Rs. 600 lakhs for income-tax purpose for which deferred tax asset has not been recognized. ABC 
Ltd. earns Rs. 900 lakhs in each quarter ending on 30.6.20X1, 30.9.20X1, 31.12.20X1 and 31.3.20X2 
excluding the carried forward  loss. Income-tax  rate is expected to be 40%.  Calculate the amount of 
tax expense to be reported in each quarter. 

Answer 

Amount of income tax expense reported in each quarter would be as below: 

The estimated payment of the annual tax on earnings for the current year: 

Rs. 3,000* x 40 / 100 = Rs. 1,200 lakhs. 

*(3,600 lakhs - Rs. 600 lakhs) = Rs. 3,000 lakhs 

Average annual effective tax rate = (1,200 / 3,600) × 100 = 33.33% 

Tax expense to be shown in each quarter = 900 x 33.33% = Rs. 300 lakhs 

Question 6: 

Innovative Corporation Private Limited (or “ICPL”) is dealing in seasonal product and the sales pattern 
of the product, quarter wise is as under during the financial year 20X1-20X2: 

Qtr. I Qtr. II Qtr. III Qtr. IV 

ending 30 June ending 30 September ending 31 December ending 31 March 

10% 10% 60% 20% 

For the first quarter ending on 30 June, 20X1, ICPL has provided the following information : 

Particulars Amounts (in crore) 

Sales 70 

Employees benefits expenses 25 

Administrative and other expenses 12 

Finance cost 4 

ICPL while preparing interim financial report for first quarter wants to defer Rs. 16 crores expenditure  
to third quarter on the argument that third quarter is having more  sales  therefore  third quarter 
should be debited by more expenditure. Considering the seasonal nature of business and that the 
expenditures are uniform throughout all quarter 
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Calculate the result of first quarter as per Ind AS 34 and comment on the company’s view. 

Answer 

Result of the first quarter ending 30 June 

Particulars Amounts (in crore)

Sales 70

Total Revenue (A) 70

Less: Employees benefits expenses (25)

Administrative and other expenses (12)

Finance cost   (4)

Total Expense (B) (41)

Profit (A-B) 29

Note- As per Ind AS 34, the income and expense should be recognized when they are earned and 
incurred respectively. Seasonal incomes will be recognized when they occur. Therefore, the  
argument of ICPL is not correct considering the priciples of Ind AS 34. 

Question 7: 

Fixed production overheads for the financial year is Rs. 10,000. Normal expected production for the 
year, after considering planned maintenance and normal breakdown, also considering the future 
demand of the product is 2,000 MT. It is considered that there are no quarterly / seasonal variations. 
Therefore,  the normal expected production for each quarter is 500 MT and the fixed production 
overheads for the quarter are Rs. 2,500. 

Actual production achieved Quantity (In MT) 

First quarter 400 

Second quarter 600 

Third quarter 500 

Fourth quarter 400 

Total 1,900 

Solution 
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If it is considered that there is no quarterly / seasonal variation, therefore normal expected 
production for each quarter is 500 MT and fixed production overheads for the quarter are Rs. 2,500 
. 

Fixed production overhead to be allocated per unit of production in every quarter will be Rs. 5 per  
MT (Fixed overheads / Normal production). 

Question 8: (Modified) 

ABC Limited manufactures  automobile parts.  ABC Limited  has shown a net profit of Rs. 20,00,000  
for the third quarter of 20X1. 

Following adjustments are made while computing the net profit: 

Bad debts of Rs. 1,00,000 incurred during the quarter. 50% of the bad  debts  have  been deferred to 
the next quarter. 

Additional depreciation of Rs. 4,50,000 resulting from the change in the method of depreciation. 

Exceptional loss of Rs. 28,000 incurred during the third quarter. 50% of exceptional loss have been 
deferred to next quarter. 

Rs. 5,00,000 expenditure on account of  administrative expenses pertaining to  the  third  quarter is 
deferred on the argument that the fourth quarter will have more  sales; therefore fourth  quarter 
should be debited by higher expenditure. The expenditures are uniform throughout all quarters. 

Ascertain the correct net profit to be shown in the Interim Financial Report of third quarter to be 
presented to the Board of Directors. 

Solution 

In the instant case, the quarterly net profit has not been correctly stated. As per Ind AS 34, Interim 
Financial Reporting, the quarterly net profit should be adjusted and restated as follows: 

The treatment of bad debts is not correct as the expenses incurred during an interim reporting period 
should be recognised in the same period. Accordingly, Rs. 50,000 should be deducted from Rs. 
20,00,000. 

Recognising additional depreciation of Rs. 4,50,000 in the same quarter is  correct and is  in  tune 
with Ind AS 34. 

Treatment of exceptional loss  is  not as  per the principles of Ind AS 34, as  the entire amount of Rs. 
28,000 incurred during the third quarter should be recognized in  the  same  quarter. Hence Rs. 14,000 
which was deferred should be deducted from the profits of third quarter only. 

As per Ind AS 34 the income and expense should be recognised when they are earned and incurred 
respectively. As per para 39 of Ind AS 34, the costs  should  be  anticipated  or  deferred only when: 

it is  appropriate to anticipate or defer that type of cost at the end of the financial year,   and 

costs are incurred unevenly during the financial year of an enterprise. 

Therefore, the treatment done relating to deferment of Rs. 5,00,000 is not correct  as expenditures 
are uniform throughout all quarters. 

Thus considering the above, the correct net profits to be shown in Interim Financial Report of the 
third quarter shall be Rs. 14,36,000 (Rs. 20,00,000 -Rs. 50,000 - Rs. 14,000 - Rs. 5,00,000). 
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Question 9: 

Due to decline in market price in second quarter, Happy India  Ltd. incurred an inventory  loss. The 
Market price is expected to return to previous  levels by  the end  of  the  year.  At the end of year, 
the decline had not reversed. When should the loss be reported in interim statement of profit and 
loss of Happy India Ltd.? 

Answer:  

Loss should be recongised in the second quarter of the year. 

Question 10: (Modified) 

An entity reports quarterly, earns Rs. 1,50,000 pre-tax profit in the first quarter but expects to incur 
losses of Rs. 50,000 in each of the three remaining quarteRs. The entity operates in a jurisdiction in 
which its estimated average annual income tax rate is 30%. 

The management believes that since the entity has zero income for the year, its income -tax expense 
for the year will be  zero.  State whether the management’s views  are correct or not? If not, then 
calculate the tax expense for each quarter as well as  for  the year as  per  Ind AS 34. 

Answer: 

As illustrated in para 30 (c) of Ind AS 34 ‘Interim financial reporting’, income tax expense is recognised 
in each interim period based on the best estimate of the weighted average annual income tax rate 
expected for the full financial year. 

Accordingly, the management’s contention that since the net income for the year will  be  zero no 
income tax expense shall be charged quarterly in the interim financial  report,  is  not  correct. Since 
the effective tax rate or average annual income tax rate is already given in the question as 30%, the 
income tax expense will be recognised in each interim quarter based 

on this rate only. The following table shows the correct income tax expense to be reported  each 
quarter in accordance with Ind AS 34: 
 

Period Pre-tax earnings 
(in Rs.) 

Effective tax 
rate 

Tax expense (in 
Rs.) 

First Quarter 1,50,000 30% 45,000 
Second Quarter (50,000) 30% (15,000) 
Third Quarter (50,000) 30% (15,000) 
Fourth Quarter (50,000) 30% (15,000) 
Annual 0  0 

 

 


